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COMMONWEALTH OF KENTUCKY 

REFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  

In the Matter of: 

AN ADJUSTMENT OF RATES ) 
OF MUHLENBERG COUNTY ) C A S E  NO. 8 8 2 5  
WATER D I S T R I C T  NO. 3 1 

O R D E R  

On May 5 ,  1983, Muhlenbery County Water District N o .  

3 ("Huhlenberg") filed notice with the Commission proposing 

to increase its rates for water service  rendered on and atter 

May 25, 1983. The proposed rates would increase Huhlenberg's 

water revenue by $62,313 annually, an overall increase of 

3 0 . 4 5  percent with an increase of 2 4 . 4 4  percent for 

residential and commercial customers and an increase of 89.08 

percent for the City of Sacramento. Muhlenberg stated that 

the proposed adjustment in rates was necessary in order to 

allow it to meet the costs of providing water service to its 

customers and to recover an increase in its cost of water 

from its supplier, Contra1 City Muncipal Water and Sewer 

System. 

On May 8, 1983, t h e  Commission entered an Order 

Buspunding the proposcd r a t c s  and charges tor  5 m o n t h s  from 

the effective date in order to determine the reasonableness 

of the proposed rates. A public hearing was held in the 

Commission's offices on J u l y  G ,  1 9 8 3 ,  w i t t i  tho City of 

Sacramento beiny t h e  sole intervenor. 



T h i s  Order addresses thc Commission's tindings and 

determinations on issues presented and disclosed in the 

hearings and investigation of Muhlenberg's proposed revenue 

requirements and rate desiyn and provides rates and charges 

that will produce an increase in annual revenues of $51,657. 

Test Period 

Muhlenbery proposed and the Commission has accepted 

the 12-month period ending mcember 31, 1982, as the test 

period in this matter. 

Revenues and Expenses 

Muhlenbery had a net operating income during the test 

period of $38,511. In order to reflect current operating 

conditions, Muhlenbery proposed several adjustments to 

r e v e n u e s  and expenses which resulted i n  an adjusted net 

operating loss of $13,146. The Commission kinds thc 

appropriate level of adjusted operating income from water 

operations t o  be $6,681 including interest and rental income 

of 512,150. 

In i ts  analysis of Muhlenbery's operations, the 

Commission is of the opinion arid tinds that Muhlenberg's 

proposed adjustments arc. yonorally proper nnd has accoplud 

them tor rate-making purposes with the following exceptions: 

Comm i s s i one r tees 

Muhlenbery proposed to incrcase its Commissioner fees 

and expenses from $10,800 to $12,600 annually or an increase 

of $1,800, for its  three commissioners, an average of $4,200 

per commissioner annually or $350 monthly. During cross- 
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examination of Mr. W.A.  Stirsman, Chairman of Muhlenbery, it 

was determined that the additional $1,800, or $50 per month 

per Commissioner, would be provided for  expenses irrespective 

of actual costs incurred. since documentation is not 

required, the Commission is of the opinion that t h i s  

additional expense is neither known nor measurable and should 

be disallowed. 

Wages end Benefits 

Muhlenberg proposed to increase test period salary 

and wage e x p e n s e  by $4,921 based on a 10 percent waye 

increase granted to employees o n  April I, 1 9 H 3 ,  and to 

normalize way@ adjustments incurred during the test period. 

The last waye increase prior to the increase granted in April 

of 1983 was yranted  in May 1982. T h e  May 1982 increase w a s  

9.1 percent for the manager and bookkeeper, 10 percent for 

the meter reader and 19.4 percent for the offico c lerk .  In 

addition to wages, Huhlenbery implemented a paid pension plan 

at the beginning of 1983. 

The Commission is ot the opinion that the w a g e  

increase proposed by Muhlenbery is e x c e s s i v e  and unreasonable 

and should not be allowed in total for rate-making purposes. 

Factors such as the financial condition of the utility, 

prevailing economic conditions, the type of w o r k  performed, 

the level of compensation necessary to retain competent 
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employees and fringe benefits must be considered when wage 

increases are cvaluated. When such factors are not 

adequately considered in the case of a rcyulated utility in a 

non-competitive environment, excessive rates  a r e  ultimately 

placed upon the c u s t o m e r s .  The Consumer Price Index for 

urban workers ( " C P I - l r " ) ,  a primary measure of inflation, f o r  

tho 12 months ondiny May, 1982, and the 12 months ending 

April, 1983, was 6.5 percent and 3.95 p c r c e n t ,  respectively, 

When coupled with t h e  newly instituted paid pension 

plan, the level of compensation paid by Muhlenbery far 

exceeds the increase in the CPI-W tor the last 2 years. 

Since September, 1982, the annual percentaye increase in the 

CPI-W h a s  been 5 p e r c e n t  or less, dcclininy to less than 3 

percent annually through the end of July, 1983. The CPI-W is 

frequently considered by industry i n  wage increases end t t i c ?  

Commission finds it to be useful in analyzing proposed wage 

and salary adjustments. Therefore, t h e  Commission is of the 

opinion thst t h e  maximum increase in w a y e s  from t h e  increase 

granted in April, 1983, which should be passed on t o  

Muhlenberg' s customers is 5 percent. Thus, Muhlenberg's 

proposed wage adjustment h a s  been reduced by $1,992. 

Accord inyly , Muhlenbery proposed to ad just employer 

~ I C A  t a x c - n ,  BLat.c? uiicJmi)l oymont- and t l w  1)cnsion 1)lan t o  

rstlect its a d j u s t e d  l u v c l  01 w r i g v s  orid C o n i m i s s i o n ( ? r  tour\ tjy 

$ 4 5 0 ,  $ 8 4 ,  and $ 2 , 7 3 4 ,  t ~ s l ~ c ~ t i v e l y .  111 order to ref lcct  the  

Commission's adjusted level of waycs and Commissioner fces 
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for rate-making L , u r p o s e s ,  thesc a d j u s t m e n t s  t o  employee  

overheads were reduced t o  $ 1 9 6 ,  $51,  and $2,616, 

r e s p e c t i v e l y ,  a t o t a l  r e d u c t i o n  i n  c x p c n s c s  of $ 4 0 5 .  

Compu  tcr Costs 

Muhlenbery proposed to  i n c l u d e  the c o s t s  ot an office 

c o m p u t e r  a n d  the n e c e s s a r y  c o m i m t c r  soEtwarc  i n  its o p r a t i n y  

expenses i n  ttic a m o u n t  oL $ 2 , 4 0 0 ,  w h i c h  r e p r e s e n t e d  t h e  

d e p r e c i a t i o n  or t-llc t o t a l  costs  o v e r  5 bears .  M u h l c n t w r y ' s  

b a s i c  r e a s o n  f o r  u s i n y  5 y o a r s  was t h a t  i t  w a s  a r e a s o n a b l e  

t i m e  period to  r e c o v e r  the ca i j i t a l  e x b e n d i t u r e  a n d  t h a t ,  i n  

p a r t i c u l a r ,  the s o f t w a r e  w o u l d  p r o b a b l y  bc obsolete i n  t h a t  

t i m e  period. H O W U V C T ,  d u r i n y  c r o s s - e x a m i n a t i o n  H u h l e n b e r y  

s t a t e d  t h a t  thc i ; h h s i c a l  equipment would 1 ; r o b a l ) l y  last l o n y e r  

t h a n  5 years, but t h a t  t h e r e  c o u l d  be c e r t a i n  s o f t w a r e  a n d  

h a r d w a r e  c l i a n y c s .  

I t  is t h e  C o r n m i s s i o n ' s  o L ' i n i o n  t h a t  M u l i l e n b e r q ' s  

5-year e s t i m a t e d  lite is based o n  a n t i c i ~ j a t c d  t c c l i n o l o g i c a l  

c h a n g e s  a n d  n o t  t h e  d e c l i n i n y  f u n c t i o n a l i t y  of t h e  e q u i p m e n t .  

S i n c e  t h e  i,urpose of t h e  computer ana i t s  software is 

p r i m a r i l y  f o r  b i l l i n g ,  thc C o m m i s s i o n  is  o f  t h e  o p i n i o n  t h a t  

t h i s  f u n c t i o n  c a n  be prov ided  w i t h o u t  s u b s t a n t i a l  c h a n y e s  i n  

I I ICD vqu i1mir * i i !  l o r  l 8 ~ * t - { i ) d  yrc.nt  ( - 1 -  ! l lnn 5 yearn. Thorc~lcrro, 

the C o m m i s s i o n  e s t ima tes  t h z  f u n c t i o n a l  u s e f u l  l i f e  of t h e  

c o m p u t e r  and its s o f t w a r e  Lo be aIq,raximately 1 0  y e a r s ,  thus 

r e d u c i n y  d c p r e c i a t i o n  e x l l e n s c  by $ 1 , 2 0 0 .  

A d d i t i o n a l l y ,  i t  was t i i s c o v c r c d  d u r i n g  cross- 

examination that. t h e  b i l l i n y  f u n c t i o n  is c u r r e n t l y  I'rovided 
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b y  an o \ r l ~ i d u  murcr? nt nri annual cant of S 2 , 2 8 0  during tho 

test period. Since the installation of t h e  computer will 

duplicate this function, the test period level of cost should 

be eliminated. Thus, test period operating expenses have 

been reduced $2,280. 

Interest Income 

During the test period, Muhlenbery had interest 

income of $26,042. Because of dcclining interest rates 

subsequent t o  the test period, Muhlenberg proposed a 

reduction in interest income of $17,711 based on an 

investment of $107,899 at 8.5 percent. At July 5, 1983, 

Muhlenbery had total investments of $127,899 earning an 

average annual rate of 8.78 percent. On Exhibit 1, Schedule 

6, the difference of $20,000 between the proposed l e v e l  of 

investment and the actual level of investment was proposed 

because of reductions in other investments to CJrovide funds 

for projected plant additions to be made later in 1983 to 

serve approximately 25 n e w  customers. Muhlenbery did not  

adjust its test period revenues or e x p e n s e s  for the effect of 

these additional customers. Therefore, t h e  Commission is Of 

the opinion that the appropriate level of investment for 

rate-making purposes is the end of the test period amount of 

$127,H99* 

The interest fate o n  6-month certiticetes of deposit 

has ranged between 8 and 10 percent tor the l a s t  eevcrol 

months with the average for the past. 3 months b e i n g  in excess 

of 9.5 percent and the average for the l a s t  12 months being 
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a p p r o x i m a t e l y  9 . 4 5  percent. Therefore, t h e  C o m m i s s i o n  is of 

t h e  o p i n i o n  t h a t  a n  api)roliriatc p r o j e c t e d  r a t e  of i n t e r e s t  a t  

t h i s  t i m e  is 9.5 I , e r c c ? n t ,  w h i c h  Llroduces projected a n n u a l  

in terest  income for M u h l c n b e r y  of $ 1 2 , 1 5 0 .  T h u s ,  the 

C o m m i s s i o n  has i n c r c a s c c l  a d j u s t c c !  i n t e r e s t  iricornc by S2,979. 

Thereforc, t h e  C o m m i s s i o n  f i n d s  t h a t  Muhlenbcry's 

a d j u s t e d  t e s t  period o p e r a t i o n s  a r c  as  follows: 

Muhlenberg's C o m m i s s i o n  C o m m i s s i o n  
A d j u s t e d  A d j  u s  t r n c n t s  A d j u s t e d  

o p e r a t i n g  R c v o n u c s  $209 , 2 7 6  $ -0- $ 2 0 9 , 2 7 6  

O p e r a t  i n y  E x p e n s e s  2 2 2 , 4 2 2  <7,677> 2 1 4 , 7 4 5  

N e t  O p c r a t i n y  Incorric $<13,14G> 7,677 $ < 5 , 4 6 9 >  

I n teres t I n c  omc 9,171 2,979 12,150 

I n c o m e  Ava i 1 a blc 
for D e b t  S e r v i c e  
C o v e r a g e  $ <3,975> $ 10,656 $ 6,681 

Revenue  Requirement 

M u h l e n b e r g  p r o p o s e d  and tlie C o m m i s s i o n  h a s  accepted 

t h e  debt service coverage method ( "DSC" ) t o  d e t e r m i n e  r e v e n u e  

tequircrnen1.F;. f . lul i lcnbcrcJ's  a v c r a y c  d c h t  s e t v  ice €or t h c  n e x t  

5 y e a r s  is $48,615. T h e  C o m m i s s i o n  f i n d s  ttiat M u h I e n b c r g ' s  

pro forma n e t  o p c r a t i n y  i n c o m e  availabl(: for d e b t  a o r v L c o  

coverage 0 1  S t i , 6 i j I  ~ ~ r o v i d c l ;  n lis<: ot . 1 4 X t  which is c l e a r l y  

u n f a i r ,  u n j u s t  a n d  unreasonnt>lc? .  Thr: C < > m m i s s i o n  is oL t h e  

o p i n i o n  t h a t  a DSC of a p p r o x i m a t c l y  1 . 2 X  is n e c e s s a r y  to 

s c r v i c c  Muhlenbcrg's d e b t  requi r c m c n t s  t o  i n s u r e  M u h l e n b c r g ' s  



s e r v i c e  t o  M u h l e n b e r y ' s  c u s t o m e r s .  T h e r e f o r e ,  M u h l e n b e r y  is 

a u t h o r i z e d  t o  i n c r e a s e  i ts  rates to  produce a d d i t i o n a l  a n n u a l  

r e v e n u e  of $51,657 o n  a n  a n n u a l  b a s i s  ( $ 4 8 , 6 1 5  X 1 . 2  = 

$58,338 -. 6,681 = $51,657). 

Rate  D e s i q n  

M u h l e n b c r y  s e r v e s  t h e  C i t y  of S a c r e m e n t o  u n d e r  a 

two-step ra te  schedule. M u h l e n b e r y  h a s  proposed t o  c h a n g e  

i ts  ra te  schedule t o  a s i n g l e  rate per  1 ,000  g a l l o n s .  The 

C o m m i s s i o n  is  of t h e  o p i n i o n  t h a t  t h e  proposed ra te  d e s i g n  is 

fair, j u s t ,  a n d  r e a s o n a b l e  a n d  s h o u l d ,  t h e r e f o r e ,  be 

approved. 

SUMMARY 

The C o m m i s s i o n ,  a f t e r  c o n s i d e r a t i o n  of ttie e v i d e n c e  

of record a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  

t h a t :  

1. T h e  r a t e s  proposed by M u h l e n b e r g  w o u l d  p r o d u c e  

r e v e n u e s  i n  e x c e s s  of t h e  r e v e n u e s  f o u n d  r e a s o n a b l e  h e r e i n  

a n d  s h o u l d  be d e n i e d  u p o n  a p p l i c a t i o n  of K R S  2 7 8 . 0 3 0 .  

2 .  T h e  rates i n  Appendix A are the f a i r ,  j u s t  and 

r e a s o n a b l e  r a t e s  t o  c h a r y o  f o r  w a t e r  s e r v i c e  r e n d e r e d  t o  

MutiJorrLury' r j  cusConiorrc nnd H t i o u l d  proc¶ucu nririiinl r o v o n u u n  t > f  

a p p r o x i m a t e l y  $256,307. 

IT IS THEREFORE ORDERED t h a t  t h e  ra tes  i n  A p p e n d i x  A 

be and they h e r e b y  are t h e  f a i r ,  j u s t  and  reasonable rates to 

be c h a r g e d  b y  M u h l e n b e r y  f o r  w a t e r  s e r v i c e  r e n d e r e d  o n  a n d  

a f t e r  t h e  d a t e  of t h i s  O r d e r .  

I T  IS FURTHER ORDERED t h a t  t h e  r a t e s  proposed by 

Mutrl e n h o r g  Ixi arid t h a y  hcrc , t )y  aro d o n i  cd. 
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. 

i 

IT IS FURTHER ORDERED t h a , ,  w i  in 30 

date of t h i s  Order,  Huhlenberg s h a l l  f i l e  

sys of ne 

w i t h  t h i s  

Commission its tariff sheets s e t t i n g  forth t h e  rates approved 

h e r e i n  and a copy of its rules and r e g u l a t i o n s  for p r o v i d i n g  

sewer service. 

Done a t  F r a n k f o r t ,  Kentucky,  t h i s  21st day of September, 1983 

PUBLIC SERVICE COMMISSION 

Did Not Participate 
V i c e  Chairman 

ATTEST : 

S e c r e t a r y  



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION I N  CASE NO. 8 8 2 5  DATED SEPTEMBZR 21, 1983 

The f o l l o w i n g  rates are p r e s c r i b e d  f o r  t h e  area s e r v e d  

by Huhlenberg County Water D i s t r i c t  No. 3. A l l  o t h e r  rates 

and charges not specifically mentioned h e r e i n  shall remafn t h e  

same a s  t h o s e  i n  e f f e c t  under  a u t h o r i t y  of  t h e  Commission 

prior to  t h e  d a t e  of t h i s  Order .  

RATES: Monthly 

First 2,000 gallons 

Next 8 ,000  gallons 

Next  10,000 gal lons  

Next 30 ,000  g a l l o n s  

Over 5 0 , 0 0 0  gallons 

C i t y  of Sacremento 

All Usage 

$ 7.26 Minimum Bill 

2 .42  per 1,000 g a l l o n s  

2 .00  per 1,000 g a l l o n s  

1.51 per 1,000 g a l l o n s  

1.15 per 1,000 g a l l o n s  

I 

$ 1.15 per 1,000 g a l l o n s  


